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COLOMBIA: KEY ECONOMIC INDICATORS 
(annual percentage change unless otherwise noted) 


Domestic Economy 
Population (millions) 
Population growth (%) 

Real GDP Growth 

GDP Per Capita (1975=100) 
Consumer Prices (average) 
Real Wages index (1980=100) 
Fiscal Deficit as % of GDP 


Production and Employment 
Manufacturing 


Agricultural - 
Crude Oil ‘ tax 
Labor force (Millions) ‘ as 
Unemployment rate, 7 cities ° iss 


Money and Credit 
Growth of Ml 28. 2a 


Growth of M2 34. aes 
Domestic Credit Growth =25 -45. 
Interest Rates on 90 Day CDTs 35% Sas 
Exchange Rate at Year End ive. 219. 
Rate of Devaluation bs 24. 


Balance of Payments ($ millions) 

Merchandise Exports 3,883 5,468 
Coffee Exports le Tid 25136 

Merchandise Imports a; i38 3,464 

Trade Balance 149 2,004 

Current Account Balance -1,220 Say 

Gross International Reserves 2,060 3,476 


External Debt ($ millions) 
Total 13,834 14,989 
Medium/Long-term 11,008 13,392 
Short-term 24826 1,337 
Total Debt Service 1,901 1,800 
Debt Service/Exports of Goods 

and Services 38.8 37 


Bilateral Trade and Investment*** ($§ millions) 

Exports to the U.S. i,iae 1,450 
Imports from the U.S. Leal? 1,343 
Trade Balance -247 107 


U.S. Investment, as of Dec. 31 1,425 1,792 1,812* 


* Preliminary figures, ** Projections, *** DANE, Official GOC 
Export/Import Figures), + First Semester 1987. 
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SUMMARY: Colombia, in 1986, saw the reaffirmation of its 
long-standing democratic tradition with the peaceful transition of 
power from Belisario Betancur of the Conservative Party to President 
Virgilio Barco Vargas of the Liberal Party. Economic performance 


during the year was particularly strong with GDP growth in excess of 
5 percent. 


The economic adjustments made in 1985, coupled with increased 
resources from the coffee price bonanza and strong export growth, 
increased aggregate domestic income and consequently demand for 
domestic product. On the external accounts side, the current 
account was positive for the first time since 1980, the trade 
balance was strongly positive, and reserves grew significantly. The 
government managed its fiscal resources well. In 1986, the central 
government deficit was 1.3 percent of GDP and the consolidated 
public sector deficit only 0.3 percent of GDP. The approval of the 
1986 tax reform will improve government collections further in 
1987. The government kept inflation to a moderate 20.9 percent. 


The productive sectors improved significantly in 1986. In response 
to increased demand, industry grew by 7.7 percent, while commerce 
and transport increased by 6.2 and 6.6 percent, respectively. The 
mineral sector shot up by 27.7 percent due to the initiation of 
production and export from the Canon Limon oil fields and the 
Cerrejon North coal mine. The banking sector saw improvement in its 
capital position while nonperforming and uncollectable debt grew. 


In its policy toward the external sector, the government stressed 
the need for foreign investment in the economy, and worked 
successfully to force change in Andean Pact Decision 24. The result 
was the introduction of liberalized investment rules in 1987. 
Government policy to manage the external accounts relied on 
devaluation of the peso at a rate pegged to inflation, significant 
liberalization of import restrictions, and management of coffee 
bonanza resources. Domestically, the newly inaugurated Barco 
Administration made it clear that government spending and investment 
would work to reduce absolute poverty and improve provision and 
coverage of government social services. 


The security situation in 1986 was no worse than in 1985, with 
guerrilla and narcotics trafficker-related incidents at similar 
levels. Although the Canon Limon-Covenas pipeline as a prime target 
for guerrilla attacks during the year, foreign investment and 


infrastructure in general were not specific guerrilla targets. End 
Summary. 


CURRENT ECONOMIC SITUATION AND TRENDS: Pushed by strong external 
sector performance, the Colombian economy performed well in 1986. 
GDP growth was 5.1 percent, well above the 2.4 percent growth of 
1985. Exports grew by 40 percent due to increases in coffee exports 
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(59 percent over 1985), petroleum and coal exports (up 43.5 
percent), and minor exports (up 25.5 percent). According to Central 
Bank statistics, imports actually fell 7 percent during the same 
period. Coffee export income was roughly $1 billion above normal 
levels due to the coffee price bonanza resulting from drought in 
Brazil. The bonanza price allowed the government to increase the 
domestic purchase price of coffee thereby increasing aggregate 
demane in coffee and related sectors. 


As the year progressed, the initial increase in demand from the 
coffee sector expanded to a generalized increase in demand for 
products, services, and imports. The increase in demand led to 
higher utilization of domestic industrial capacity and a fall in the 
rate of unemployment from 13 percent in 1985 to 12.3 percent in 
1986. 


The result was economic growth in every sector of the economy, with 
notable growth in industry (7.7 percent), mining (27.7 percent), 
commerce (6.2 percent), and transport (6.6 percent). Agricultural 
sector growth was less robust than expected at only 2.1 percent, due 
in large measure to coffee crop problems at the end of the year. 

The ability of industry to meet the increase in demand through 
utilization of excess capacity helped keep inflation down. With 
reserves growing, the government liberalized the import regime and 
met the increase in demand. 


The financial sector remains the only real problem sector. The 
sector was recapitalized during 1986, but continued to see its 
overdue and uncollectable debt portfolios increase. By the end of 
1986 and during the beginning of 1987, the rate of increase declined 
to some extent, previewing better future performance. 


Overall, economic policy was similar to that of 1985. The 
government kept spending under control. The central government's 
1.3 percent of GDP deficit was largely covered by a decentralized 
government sector surplus (due mainly to coffee and oil sector 
Surpluses), leading to an overall public sector deficit of only 0.3 
percent of GDP, well below the 4.3 percent of GDP of 1985. 
Government measures to prevent the over-expansion of the money 
supply due to the increase in foreign exchange earnings were 
successful in keeping inflation at a manageable 20.9 percent and 
monetary base growth at 28.2 percent. The government devalued the 
peso by slightly more than the rate of inflation, thereby increasing 
further the competitiveness of Colombian exports abroad. In 1986, 
Colombia received the second disbursement of the $1 billion Jumbo 
Loan signed in December 1985. The $318 million infusion of capital 
was used primarily to finance government investment programs. 
Strong domestic economic performance, following several years of 
adjustments, prevented the end of the IMF surveillance agreement 
associated with the Jumbo Loan from having an effect on 
international perceptions of Colombia's credit worthiness. 
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BALANCE OF PAYMENTS: Building on significant improvement in 1985, 
1986 saw Colombia's balance-of-payments perform exceptionally well. 
The current account moved from a negative $1.2 billion in 1985 to a 
positive $515 million in 1986. The trade balance improved 
significantly as well, from a positive $147 million in 1985 to $2.0 
billion in 1986. Exports grew from $3.8 billion in 1985 to $5.4 
billion in 1986. Imports fell from $3.7 billion to $3.4 billion 
during the same period. Coffee export income, at $2.7 billion, was 
roughly $1 billion higher than in 1985. Hydrocarbon exports were up 
$206 million to $604 million, coal exports were up $70 million to 
$190 million, and minor exports were up slightly over $200 million 
to $1.4 billion. 


The positive export trend is expected to continue in 1987, with 
petroleum exports expected to be $1.2 billion, coal $271 million, 
and other exports $1.6 billion. Coffee exports will decline to 
normal levels, probably around $1.5 billion. Overall, exports could 
be slightly lower in 1987 than in 1986 due to the fall in coffee 
export value. Of note, is that minor exports will exceed both 
coffee and mineral exports in value in 1987. This diversification 
of exports will make the economy less vulnerable to international 
price fluctuations for primary products. Trade liberalization 
continued in 1986, with the government moving additional items from 
the import prohibited and prior license lists to the free import 
list. The result was growth of demand for imports, but not at 
troublesome rates. 


Devaluation of the peso in line with inflation played a major role 
in the strong export performance. The government has indicated that 
it intends to maintain the real value of the peso to ensure that 
Colombian products remain competitive worldwide. Total devaluation 
in 1986 was 24 percent, slightly higher than inflation and designed 
to correct for underdevaluation in past years. The government has 
adhered to its devaluation policy during 1987. 


Colombia's external debt totaled $14.9 billion at the end of 1986. 
Of this $11.5 billion was public and $3.2 billion was private sector 
debt. The government intends to increase its nominal debt at a rate 
of 3 percent per year. With GDP growth expected to be 5 percent or 
better per year through the end of the decade, overall debt ratios 
should improve. Total debt to GDP was 42.5 percent in 1986, 
Slightly higher than the 40 percent of 1985. Debt service to 
exports of goods and services was 37 percent in 1986, down slightly 
from 38.8 percent a year earlier. Interest payments to exports of 
goods and services declined from 24.1 percent in 1985 to 19.2 
percent in 1986. Amortization payments totalled $936 million in 
1986, up from $654 million in 1985. Interest payments totalled $955 
million in 1986, up from $795 million in 1985. Amortization 
payments will exceed interest payments in 1987. Colombia has not 
renegotiated its public sector external debt. 
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RESERVES: Colombia's net international reserves increased by $1.4 
billion in 1986 to a total of $3.47 billion at the end of the year. 
Reserves equalled 6.1 months of imports of goods and nonfinancial 
services at the end of 1986, up from 3.7 months in 1985. Reserves 
are expected to decline by around $322 million in 1987, or to 
roughly 5 months of imports. The $1.1 billion current account 
surplus was key in building up reserves in 1986. Reserve growth was 
accomplished in spite of a $1.2 billion reduction in outstanding 
short-term debt. 


FOREIGN INVESTMENT: Foreign investor interest in non-mining sectors 
was limited during 1986. Total foreign investment in 1986 was $402 
Million, of which $350 million was in the mining sector. U.S. 
investment totalled $367 million in 1986, virtually all of which 
went into the mining sector. In addition to mining, $15 million 
went into chemical production; $12 million to the services sector; 
$8.5 million to metalworking; $6 million to agriculture; and other 
industries, $11.5 million. 


FISCAL ISSUES: Government fiscal performance was positive in 1986, 
with the central government deficit equal to only 1.3 percent of GDP 
and the overall public sector budget equal to only 0.4 percent of 
GDP. The positive results were due to increased government income 
from the external sector, largely from indirect taxes, and from 
better administration of direct taxes on income. Current income 
increased by roughly 46 percent from 1985 to 1986 (437 to 638 
billion pesos). Government expenditure (excluding debt service and 
investment) increased 34 percent during the period, from 381 to 509 
billion pesos. Government investment increased by 15 percent, from 
lll to 128 billion pesos. Finally, debt service payments increased 
by 66 percent, from 48 to 81 billion pesos. The central government 
deficit declined 24 percent, from 105 to 80 billion pesos, or from 
2.2 to 1.3 percent of GDP. Domestic resources, including transfers 
of coffee sector resources to the central government, were the 
principal sources of deficit financing. 


MONEY SUPPLY: Money supply (Ml) growth reached peak levels of 39.6 
percent from July to August of 1986, before declining to an 
end-of-year level of 22.8 percent. The government's ability to 
lower Ml growth was due in part to open market operations, and in 
part to the decline in foreign earnings from coffee. The 
government's policy of partially paying for domestic coffee with 
coffee savings bonds also helped reduce the rate of growth. In 
general terms, the government was successful in managing the impact 
of rapid reserve growth on monetary indicators. M2 grew at an 
annual rate of 28 percent, with peak growth again during the middle 
of the year at 37 percent. 
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INFLATION: The 1986 rate of inflation was 20.9 percent, down from 
22.5 percent in 1985. Total non-food inflation was 18.2 percent. 
Food prices increased 23.7 percent during the year, housing 14.8 
percent, clothing 19.1 percent, and miscellaneous goods 22.9 
percent. The relatively moderate overall rate of inflation was due 
in part to food price deflation in May, June, and July, which pulled 
the average down for the year. Government expectations are that 
inflation will be slightly higher in 1987 than in 1986. Inflation 
over the first two quarters of 1987 exceeded inflation in 1986. 


EMPLOYMENT AND WAGES: Unemployment declined from 13.0 percent in 
1985 to 12.3 percent in 1986. The decline in unemployment is 
directly attributable to buoyant economic activity. Although 

there was a slight increase in unemployment in the first quarter of 
1987, this trend reversed during the second quarter returning the 
unemployment rate to the 12 percent range. Unemployment, given the 
5 percent plus rate of growth expected, could fall slightly during 
the remainder of 1987. Average wages increased by 20 percent in 
January 1986 and by 22.0 percent in January 1987. Salary 
adjustments, usually are in line with inflation and designed to 
Maintain domestic purchasing power, are generally made in January. 
The current average minimum wage in Colombia is 20,509.80 pesos 
($82.00) per month. 


POLITICAL OUTLOOK: Colombia is one of Latin America's oldest and 


most stable democracies. Two parties, the Liberals and 
Conservatives, dominate the country's political life. A power 
sharing arrangement, in force since the 1950s civil war, has been 
dismantled in recent years. The final step, taken by the parties in 
1986, was the elimination of bipartisan power sharing in the 
executive branch. 


Colombia's President, Liberal Virgilio Barco Vargas, was elected 

in May 1986, with 59 percent of the vote, and began his 4-year term 
on August 7, 1986. Liberals have a majority in the two-house 
Congress, elected for a 4-year term in March 1986. In the 1986 
elections, a new party, the communist Union Patriotica, won 5 
percent of the vote and several seats in the Congress. 


The Barco Administration's programs are centered on the devolution 
of political and economic power to Colombia's municipalities, and to 
the alleviation of the deep poverty affecting substantial segments 
of the population. In March 1988, Colombians will for the first 
time elect the country's mayors by popular vote. The government is 
proceeding with legislation to regulate the election of mayors and 
to empower them with increased fiscal authority. In addition, the 
government has committed large sums to programs designed to 
alleviate poverty and to provide infrastructure and government 
services to areas long outside the social and economic mainstream. 
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Despite its democratic tradition, Colombia has long been affected by 
political violence. Several guerrilla insurgent groups are now 
fighting the government. These groups have conducted damaging 
attacks against the government and Armed Forces, as well as against 
specific ecqnomic targets such as oil pipelines. The largest 
guerrilla group, the Colombian Revolutionary Armed Forces (FARC), 
remains in an unsteady truce with the present government. Narcotics 
trafficking also presents a major problem. Although inroads have 
been made against the cultivation of marijuana and the refining of 
cocaine, the country remains a major marijuana supplier and the 
principal source of cocaine for the world market. Violence 
resulting from the narcotic trade has increased, and often has been 
directed against the Colombian Government's legal and judicial 


branches. Colombia also is affected by an elevated rate of common 
crime. 


Guerrilla activity has not seriously affected Colombia's major 
population and industrial centers. Although attacks have occurred 
in urban centers, most guerrilla activity is confined to marginal 
areas of the high Andes or to the sparsely populated llanos or 
plains, districts of eastern Colombia. Similarly, narcotics 
trafficking is concentrated in remote areas, although some major 
cities are affected by the violence accompanying the narcotics trade 
and domestic consumption is apparently increasing. While one 
guerrilla group has attacked oil sector facilities in remote 
northeastern Colombia, the guerrillas do not appear to have 


targetted economic infrastructure in general or foreign investments 
in particular. 


BUSINESS CLIMATE: A stable democratic system, strong economic 
growth, outward looking economic policies, and domestic policies 
designed to improve coverage and quality of social services could 
make Colombia an attractive sales and investment market for U.S. 
companies. Local industry is well positioned for expansion, enjoys 
access to foreign capital goods, raw materials, productive inputs, 
and markets. The business environment is expected to remain 
positive at least through the end of the decade. The problems 
experienced by the financial sector have resulted in a somewhat 
limited and expensive supply of investment capital. The annual 
effective interest rate on l-year commercial credit in 1986 was 45 


percent. Government sponsored development credits averaged an 
annual effective rate of 28.2 percent. 


The government is active in encouraging foreign investment in order 
to obtain technology and capital, increase and diversify exports and 
modernize local industry. As noted below, the government has worked 
actively to liberalize investment rules and increase allowed rates 
of remittance of earnings. These policies, coupled with domestic 
policies which will see increased government spending and 


investment, should provide support for a continuation of economic 
growth. 
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The government's National Department of Statistics (DANE) shows 
Colombia as the third largest purchaser of U.S. exports in South 
America after Brazil and Venezuela. DANE figures show that total 
bilateral trade reached $2.78 billion in 1986. U.S. exports to 
Colombia decreased from $1.37 billion in 1985 to $1.34 billion in 
1986. The U.S. export market share increased from 33 to 34 

percent. Major U.S. exports to Colombia included grains, capital 
goods, and transportation equipment. U.S. imports from Colombia 
increased from approximately $1.13 billion in 1985 to $1.45 billion 
in 1986. U.S. market share of imports declined from 31.8 percent in 
1985 to 28.4 percent in 1986. The change in import and export 
Market share is due to DANE's reported decline in total imports and 
increase in total exports in 1986. Leading imports in 1986 included 
coffee, petroleum, fresh cut flowers, emeralds, and coal. 


CHANGES IN INVESTMENT LEGISLATION: The government was active during 
1986 and early 1987 in changing the restrictive investment rules of 
Andean Pact Decision 24. In June 1987, the government's efforts 
were rewarded when Andean Pact Decision 220 was signed, replacing 
Decision 24 and giving member governments greater autonomy in 
designing their own foreign investment policy. The government 
implemented the changes in Decree 1265, dated July 10, 1987. The 
most significant changes are: the requirement for transformation 
into mixed companies has been abolished, except for companies that 
seek to benefit from the Andean Pact joint tariff regime; 100 
percent foreign-owned companies are authorized; nationals of a 
country may sell equity to foreigners; the Colombian Planning Office 
must respond to applications for foreign investment within 45 days 
or they are automatically approved; and payment of royalties to 
patent holders for new technology has been authroized. In addition, 
foreign enterprises now have access to all domestic credit except 
for long-term credit not linked to multilateral financial 
institutions, and to government export promotion mechanisms under 
the same conditions afforded domestic or mixed enterprises. 


Changes in Remittance of Profit Percentages: In early July 1987, 
the government issued a resolution increasing earnings remittance 
from 20 percent to a minimum of 25 percent of registered capital. 
The new percentages are retroactive to January 1, 1987. Special 

regimes have been established for companies working in mining and 
oil exploration and exploitation. 


Changes in Import Taxes: Import taxes were modified during 1986. A 
tax of 18 percent on the c.i.f. value of goods is now charged for 
most imports. Colombia's duties on most capital good imports remain 
at an average of 35-55 percent, on automobiles 180 percent, and on 
commercial vehicles and jeeps 60 percent. Used agricultural 
machines, not yet 5 years old, are assessed a 0.1 percent ad valorem 
duty, in addition to a 10 percent import tax. 
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Changes in Import Licensing: In addition to its ban on certain 
product imports, Colombia's prior import licensing requirement is 
probably the country's most significant import restriction. As 
trade deficits began to decline in 1985 and turned positive in 1986, 
the government liberalized imports to a greater extent. By the end 
of 1986, there were few items remaining on the import prohibited 
list, with most items finding their way to the prior license 
required and free import lists. Of Colombia's 5,042 tariff schedule 
classifications, 56 are on the prohibited list, 3,160 are on the 
prior license list, and 1,826 are on the free import list. In 
addition, the government has created a "global import license" for 
certain industrial inputs. The global license gives an importer the 
right to bring in the approved input over a longer period of time up 
to a set limit. The importer avoids having to seek a new license 
for the input each month and assures himself of adequate stocks of 
input to meet his production needs. 


SECTORAL MARKET OVERVIEWS: The sectors offering the best market 
opportunities for U.S. business in the short and medium term include: 


Computers and Peripherals: From 1987 to 1990, the Colombian 
domestic market is expected to grow 6.0 percent and the import 


market 6.5 percent per year. The U.S. market share is roughly 77 
percent. 


Desire to increase office productivity is expected to increase 
demand for office computers and equipment such as electronic mailing 
machines. The financial sector has expanded rapidly and hopes to 
use remote input/output terminals and on-line communications 
equipment to a greater extent in day-to-day operations. 
Improvements in communications will demand the introduction of 
video-conference apparatus. New software will be required to aid 
existing manufacturing processes, and advanced designs will be 
demanded for military defense systems, navigational aids, and 
micro-electronics. Overall, the best sales prospects appear to be 
in modular computer equipment. 


Telecommunications: From 1987 to 1990, the Colombian domestic 
market is expected to grow 5.0 percent and the import market 5.5 
percent per year. The U.S. market share is about 23 percent. The 
government's commitment to modernize and expand the national 
communications network is expected to result in increased demand for 
computer-controlled electronic switching (digital) systems to 
replace analog systems. 


The government and the private sector are also expected to demand 
additional private branch telephone exchanges, telephones, data 
sets, teleprinters, and associated equipment. Demand in Colombia 
for microwave equipment, including associated multiplex equipment, 
will continue to grow as will demand for mobile radio services for 
use by aviation, marine, public safety, industrial, land 
transportation and individual end-users. Initial utilization of 
cellular systems is expected. 
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The government plans to install 1 million telephone lines during the 
1987-90. The largest cities of Bogota, Medellin, Barranquilla, and 
Cali will be expanding their local exchanges: Thirteen thousand 
domestic long distance and international transmission circuits will 
be added to the basic transmission network; 60,000 new terminals 
will expand long-distance switching trunk capacity and international 
long distance service will receive an additional 3,000 switching 
trunks for a total of 6,000 to be in operation by 1990. 


Aviation and Avionics: The Colombian market for aviation, air 
navigation, and ground support equipment is one of the few sectors 
that grew consistently during the first half of this decade. This 
sector shows good potential for U.S. exports because air navigation 
aids and radar systems currently in use are obsolete; landing 
strips, fire control and safety equipment, and air traffic control 
systems need repair or replacement. Two studies financed by the 
U.S. Trade and Development Program (TDP) are underway which will 
probably recommend investment of around $280 million to bring 
Colombian airports, airspace systems, and security to an acceptable 
level. In addition, the Colombian Air Force plans to reinforce and 
renew combat and operational aircraft. 


Best prospects include: Air and ground radar systems and equipment; 
electronic navigational aids (ILS, VOR, DME, etc.); aircraft engines 
and spare parts; aircraft parts and accessories; aircraft, military 
type (mainly helicopters); complete aircraft, commercial transport 
type; aircraft tires; point-to-point communication systems; 
completely equipped fire fighting vehicles. 


Security and Safety: From 1987 to 1990, the Colombian import market 
1s expected to grow at a yearly rate of 4 percent. 


Terrorist threats, narcotics-trafficker violence, and common crime 
have pushed the demand for home and bussines security sytems. The 
government is also emphasizing industrial safety and has begun 
enforcing the National Sanitary Code more rigorously. The market 
will provide good opportunities for the following U.S. products: 
fire prevention equipment, burglar and fire alarm equipment, 
Wireless security systems, portable residential security equipment, 
closed-circuit television systems, digital cards, surveillance film 
cameras, computer access control systems, automotive security 
equipment, glass breakage alarm systems, fire and smoke detector 
control panels, digital remote systems, passive infrared detectors, 
and energy management systems. 


Agricultural Machinery: Although the agricultural sector did not 
grow as much as others, its growth rate is expected to increase 
during the next few years. Demand for U.S. products should increase 
as well. Some of the factors expected to improve the agricultural 
equipment market are: (a) Import duties have been reduced (to 0.1 
percent for some of the categories); (b) importation of used 
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agricultural equipment at minimum duties is permitted; (c) large 
government rural investments are planned under the government's 
Rehabilitation Plan; (d) several projects are planned or under way 
targeting 4.9 million acres for reclamation by the end of this 
century; and (e) a $257.8 million investment plan is being 
considered by the GOC for the agricultural sector during 1987 to 
1990. 


Best sales prospects include: Wheeled and agricultural tractors and 
parts; harvesting machines including combines and parts; sprays and 
power distributors; incubators used in poultry; milking machines; 
and seeders and planters. 


Medical Products: The medical, dental and hospital equipment sector 
in Colombia is complex and varied. From 1987 to 1990, the Colombian 
domestic market is expected to grow 4.0 percent and the import 
market 4.5 percent per year. The U.S. share should remain at the 
current 40.4 percent level. 


Products representing best sales prospects are concentrated in the 
following categories: Electromedical apparatus; pediatric 
equipment; pacemakers, computerized apparatus for evaluation of 
electro-cardiograms and cardiovascular treatments; neurological 
equipment and instruments; ophthalmological equipment; dialysis 
equipment for private homes; sterilizing and laboratory equipment; 


and general hospital, surgical, and micro-surgical equipment and 
disposable medical supplies. 





